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KEY ECONOMIC INDICATORS: GERMANY Exchange rate as of May 10, 1976 
U.S. $1.00 = DM 2.5440 


% change 2 
197 1975 1976 2/95 /q 76/75 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at current prices (DM billion) 995.7.1,040.4  - +4. 5 —— 


Private Consumption 532.9 Si7.1. = +8.4 ~ 
Government Consumption 198.0 221.4 - +11.8 - 
Fixed Investment 223.9. 219.3. = -2.1 ~ 
GNP at 1962 prices (DM billion) 595.0 574.8 - -3.4 - 


GNP Price Deflator a 8.2 - ~ ~ 
Per capita GNP, current prices (DM) 16,060 16,808 - +4.7 ~ 
Disposable Income (DM billion) 628.1 687.0 - +9.4, - 


Savings as % disposable income ae 15.9 - ~ = 
Employment (1,000s)of wage and salary earners, 
industrial 
Unemployment Rate 4/76 3/ 5/ 
Productivity Gain 4/ 
Indices: 
New Industrial Orders,Value (1970=100), 3/76 / 139. 
Industrial Production (1970=100), 3/76 2 
Retail Sales, Value (1970=100), 1/76 
Industrial Wages and Salaries per employee 
(1962=100) 
Cost of Living (1970=100), 3/76 
Industrial Prices (1970=100), 3/76 
MONEY 
Money Supply (M1; DM billion)*, 3/76 158.4 183.3 166.8 +15.7__+11.7 


Domestic Credit Outstanding (DM billion)*, 3/76 804.5 883.6 894.9 +9.8 +10.7 
Federal Debt Outstanding,Domestic (DM billion)*, 


2/76 
External Debt (DM billion)*, 2/76 
Interest Rate, Central Bank *, 5/76 
Interest Rate, Comm'l bank medium-term *, 3/76 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves (DM billion)*, 
3/76 : : P +hol 49.4 
Balance of Payments nega bil. )+/-, 
3/76 : - - 
Balance of Trade (DM billion) 3/76 50. oh RY 3 - ~- 
Total Exports, FOB (DM billion) 3/76 30.6 221.6 60.4 3.9 +1h.6 
To U.S., FOB (DM billion) 2/76 . : -24,.3 -1.1 
Total Imports, CIF (DM billion) 3/76 
From U.S., CIF (DM billion) 2/76 14. cV Rees 9 +1.4 
From EEC, CIF (DM billion) 2/76 6. 91.4 16.0 +6.0 +19.4 


Main Exports to the U.S. in January-February 76 in $ million: chemicals 64; 
Motor vehicles 341; Machinery 170; Electrical Equipment 48; Optical Products 21. 
Main Imports from the U.S. in January-February 76 in $ million: chemicals 76; 
Machinery 126; Edible Fats and Oils 110; Electrical Equipment 94; Grains ; Aircraft 41. 
Preliminary. 1/ Cumulative through latest date shown, except for items marked *. 
2/ 1976 through latest date shown over the same period in 1975, except for items marked *. 
As percent of labor force. 4/ Increase in real domestic product Pet "ong 19753, 34 
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FEDERAL REPUBLIC OF GERMANY 


SUMMARY 


The German economy is recovering from a most serious re- 
cession. The upturn began last summer and has continued 

ever since. After a 1975 decline of 3.4 percent in real 

GNP, the turnaround seems to be leading to growth of 5-6 
percent in 1976. So far, preliminary first quarter data 
indicated GNP up 5 percent over the same quarter last year. 
The Government's investment bonus program has spurred the 
recovery, but its effect will diminish in the second half. 
Prolonged investment growth, essential for Germany's economic 
future, is seen as contingent on improved profits, which 
business links to wage developments. These have been reason- 
able but edging up as of late. Export growth and inventory 
building are looked to for substantial contributions in the 
continuation of the recovery. There are some uncertainties, 
but less so now than at the turn of the year. Measured in 
terms of consumer prices, inflation is currently running 
around 5.5 percent and some project a 4.5-5.0 percent aver- 
age for the year; fears of a rekindling of inflation later 

in the year are sometimes heard. Stability-oriented poli- 
cies, though, are a counter to this. Unemployment is a 
lingering problem with little change in annual averages like- 
ly this year. Improvement will likely come next year, along 
with continuation of cyclical real GNP growth. 


Bilateral trade has dramatically shifted in favor of the 
U.S., with a huge swing turning deficits into surpluses. 
U.S. products are competing remarkably well on the German 
market, and sales could increase by more than 20 percent 
this year. Computers and peripheral equipment continue to 
be a strong product category for U.S. manufacturers. U.S. 
materials handling equipment is showing dynamic development 
in this market also. 


The "Mitbestimmung" or codetermination legislation, long 
somewhat of a controversy, has finally become law in a form 
less objectionable to business than earlier versions. Not 
yet approved by the legislature but headed in this direction 
is a new corporation tax regime that could raise some U.S. 
firms' tax bills. 
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PART A - CURRENT ECONOMIC SITUATION AND TRENDS 
The Recession and the Recovery to Date 


After a deep and prolonged recession, the economy of the 
Federal Republic of Germany is making a good recovery. 
The 3.4 percent real decline in GNP in 1975 (following on 
virtual stagnation in 1974) was one of the largest drops 
of any of the major Western industrialized countries. An 
idea of the depth of the recession may be gained from the 
fact that, seasonally adjusted, the industrial production 
index at the low point in mid-1975 was 99, or about the 
level of the base year 1970. A gauge of its recovery is 
that at 109 this index in the first quarter of this year 
is 4.5 percent above that for the same quarter last year 
and is about equal to the level of the fourth quarter 1972. 
Since the low point in the cycle last summer, industrial 
production is up a good 10 percent. 


The Probable Shape and Consistency of the Upturn this Year 


The recovery gradually began last summer and accelerated 
rapidly in the fourth quarter of 1975 when seasonally ad- 
justed GNP grew at an annual rate of 12 percent. Tentative 
first quarter 1976 GNP results indicate that the annual rate 
GNP growth was in the 6-7.5 percent range. This is about 
two-thirds of the previous quarter's rate of growth. For 
the year 1976 the forecasts for real GNP growth range be- 
tween 5.0 and 7.0 percent. The April joint forecast of the 
five major economic research institutes predicted 5.5 per- 
cent growth, and Government spokesmen have mentioned 6 
percent and more as possibility. The rapid growth at the 
turn of this year will probably moderate as the year pro- 
gresses. An influencing factor in this is the fact that 

the Government's investment bonus, which was an important 
factor in spurring the recovery, will cease to have much 
effect given the June 30, 1976 legislative deadlines for 
equipment deliveries. On the other hand, the stock decumul- 
ation process evident in 1975 will probably be followed by 
inventory building that could provide a boost to the economy 
that could be felt the year long. In fact, the forecasts 
for 1976 growth count heavily on this factor, as well as on 
a good export performance. Orders from abroad, while up in 
volume terms by 9 percent in the first quarter this year 
Over the same quarter last year, have registered two con- 
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secutive seasonally-adjusted monthly declines according 
to the most recent available data and therefore leave 
some element of uncertainty. Domestic demand has been 
relatively strong and has more than offset the recent lag 
from abroad, so that overall new orders present fairly 
smooth growth of 5 percent in each of the past two quar- 
ters. 


Government spending is definitely not leading the way 

out of the economic hole, growing as it will by only 2 
percent in real terms during 1976 according to most esti- 
mates. Private consumption should increase 3.5 percent 

to 4.0 percent real according to various forecasters under 
the influence of a decline on the average 1975 savings 

rate of 16 percent. This seems consistant with the current 
approximate 5 percent price-adjusted year-on-year retail 
sales increase record. Micro-economic evidence of re- 
surgent consumer demand is particularly found in the heal- 
thy auto sector where a several months' long wait for de- 
livery is not uncommon. 


Investment the Weathervane 

Investment, long dormant, is predicted by the Economic Re- 
search Institutes to rise by 4 percent in real terms. 

While this would represent a big improvement, it still would 
be a lesser growth rate than assumed for the overall economy. 
The question of investment propensity has been a particular- 
ly topical one. Critics and skeptics of the way things 

have been going and might go in the future point to the 
historical record of annual real growth rates in total in- 
vestment in fixed assets over the past years:1972, 2.7 per- 
cent; 1973, 0.6 percent; 1974, -8.1 percent; and 1975, -4.8 
percent. Explanations for this lack of investor enthusiasm 
vary. One has it that there were earlier excesses in con- 
struction investment that led to a structural distortion 
(unsold new dwelling units totaled an incredible 400,000 a 
year ago; now they are at about 300,000 - still too high). 
Correction for this has caused a sharp drop off in such in- 
vestment in recent years; in 1975 it was 17.5 percent below 
what it was (in real terms) in the peak year of 1972. 


The Wages, Profits, Investment Nexus 


Investment in machinery and equipment dropped 8 percent in 
the 1972-75 comparison period (although since mid-1975 it 

has been on the increase, undoubtedly helped by the Govern- 
ment's investment bonus incentive). While a less unfavorable 
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performance than construction investment, this is still no 
way to lay the foundation for the long run future growth 
potential of the German economy say many concerned observers. 
Squeezed profit margins reflecting a redistribution of 
national income in favor of workers brought about by large 
wage gains have been cited by business groups as the crux 
of the problem. Over the past several months labor has 
helped to strike a better balance to safeguard jobs in the 
future by agreeing to wage settlements in the 5.5 to 6.0 
percent range (less than half the rate of 1974). Profits, 
on the other hand, are expected to jump at perhaps three 
times or more this rate as the current production increases 
are taking place at a still quite low capacity utilization 
level (currently 10-12 percent below normal). While the 
current capacity utilization is not a particularly strong 
inducement to new investment in itself, it is hoped that 
the healthy profits picture will stimulate investment. 

But there also is the fear that this profit development 
will give rise to a labor reaction later in the year in de- 
manding much heftier wage hikes. An unexpected degree of 
labor and entrepreneur negotiating rigidity was evidenced 
in the early-May strike of printing workers that came about 
after neither side would give in even after getting to with- 
in only a 0.1 percentage point difference between the wage 
negotiators' positions. 


Stability, Stability, Stability 


Inflation (year-on-year CPI) has been more or less stable 

at the 5.5 percent level since last fall; last year it 
averaged 6 percent, and the two previous years 7 percent. 
Some observers think the rate could average between 4.5 and 
5.0 percent in 1976. But, there also is fear of a possible 
outbreak of inflation later in the year if, among other 
things, wage settlements break the current reasonable pattern 
and demand pressures become stronger. It is a fact that 
producer prices have already begun to accelerate. However, 
the basically stability-oriented German monetary and economic 
policies hopefully will keep inflation under control. 


Unemployment Improvement Slow 


The FRG's current (April) unemployment rate is 4.8 percent, 
or 0.4 percentage points above what it was the same month 
last year. The Government estimates it will average around 
one million in 1976; in 1975 it averaged 1.07 million. 
Typical of the situation in other countries, the improve- 
ment in labor market conditions is lagging - seasonal fac- 
tors aside - behind the economic recovery. The impact, 
though, has not led to much social unrest due to compara- 
tively generous unemployment benefits. No one denies the 
lingering nature of the problem though, and the fact that 
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the low unemployment levels of earlier years will perhaps 
never again be experienced. 


Beyond 1976 


The overall outlook beyond 1976 remains uncertain. If 
the cyclical patterns of the past are repeated, economic 
growth should oscillate in the range around 5 percent in 
1977. Under these conditions, unemployment would be re- 
duced, better capacity utilization achieved, and profits 
reduced from the rates of 1976, but the inflationary pace 
could quicken somewhat with an acceleration in wages be- 
yond the current rate of increase. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Dramatic Shift in Trade in Favor of U.S. 


The trade balance between the U.S. and Germany has shifted 
dramatically recently in favor of the former. In 1973 

and 1974 the FRG had export surpluses to the U.S. of DM 2.9 
and DM 3.4 billion, respectively. Then, in 1975, there was 
a tremendous swing, with the Germans importing DM 1.1 billion 
more than they exported to the U.S. This annual record bi- 
lateral trade balance in favor of the U.S. has already been 
virtually matched in the first quarter of 1976. There has 
been a dual development lying behind this phenomenon. Ger- 
man exports to the U.S. market have not grown at the old 
pace - in 1974 they grew at a 15 percent rate, and in the 
first quarter 1976 they declined by 1 percent despite the 
recovering U.S. economy and consequently improved demand 
situation. On the other hand, FRG imports from the U.S., 
which grew 14 percent in 1974, expanded by a remarkable 27 
percent in 1976's first quarter. Although the greater number 
of working days in this year's first quarter might have 
slightly distorted this rate upwards, it is not all that 
impossible that a rate of increase of over twenty percent 
will last the whole year. If so, it would signify that 
U.S. exports to Germany in 1976 could reach the neighbor- 
hood of $7 billion. 


While the economic recovery in the Federal Republic has 
stimulated import demand, it has not worked to the same 
advantage of all suppliers to the German market. Examining 





ois 


the seasonally adjusted data for recent months shows that 
imports from the U.S. have been growing at a rate double 
that of imports from all Western industrialized countries. 
U.S. products are competing remarkably well on the German 
market. 


While there have been fluctuations in the DM/dollar ex- 
change rate during the last three years, these are not 
likely to have been the sole causal factor for the trade 
development. In 1973 the average rate was DM 2.66 to the 
dollar, in 1974, 2.59, and in 1975, it was 2.46. So far 
this year it has averaged 2.56. While there is admitted- 
ly a lag in trade reaction to exchange rate changes, the 
1975-76 swing to a favorable bilateral trade balance for 
the U.S. took place long after the early-1973 parity changes - 
the last of any real significance. Therefore it seems that 
something of a more fundamental and structural nature also 
has influenced the trend which so benefits the U.S. trader. 


Recent Import Trends 


Semi-finished products have shown the most dynamic import 
growth in recent months, according to seasonally-adjusted 
volume data, They have been growing at an annual rate of 
over 33 percent while finished goods have been climbing at 
a 25 percent clip. Raw materials import volume growth has 
been lagging at a 4 percent annual rate - a somewhat sur- 
prising development which, however, may change as the ex- 
pected inventory buildup gathers steam. It is in the 
import of foodstuffs that there is a marked decline, with 
a 10 percent lesser quantity coming in, using the adjusted 
figures as an analytical base. U.S. exporters in these 
lines will likely note German demand strength following a 
Similar pattern. 


Mitbestimmung Comes 


The codetermination or "Mitbestimmung" legislation which 
for so long was a controversial issue was approved by the 
Bundestag on March 19. As a result, there will be worker 
participation in the corporate management of firms with 
more than 2,000 employees, which also includes many Ameri- 
can firms. Required is that 50 percent of the seats on the 
company board of directors be filled by worker representa- 
tives, including separate representation of management 
level employees. The final Mitbestimmung formula approved 





was somewhat less objectionable to business than earlier 
versions since in cases of tied votes the chairman's vote 
carries a double weight. 


Corporate Tax Reform 


A bill that would alter the corporation tax regime is 
about to be passed by the Bundestag. Approval by the 
upper house is virtually certain. The new corporate in- 
come tax raises tax rates to 56 percent for retained and 
36 percent for distributed profits, but provides for a 

tax credit against individual German income taxes for cor- 
porate income tax paid on distributed dividends. It in- 
creases the tax burden for foreign owners of German shares 
if they are not subject to individual German income tax 
and thus do not receive the credit. 


Specific Products with Possibilities 


Embassy's recent best prospects investigation revealed that 
U.S. electronics production and test equipment leads on 

the priority listing. The U.S. share of the German import 
market is estimated at 30 percent. In view of the techno- 
logical lead of U.S. products the Embassy believes that 
U.S. manufacturers have excellent sales opportunities in 
the German market place. The leading items are: semi-con- 
ductor and integrated circuit production equipment, printed 
circuit production equipment, computerized and automated 
test equipment. 


A recent Global Market Research contracted for by Commerce 
revealed that there continues to be a very strong market 
for computers and peripheral equipment in Germany. The 
study points out that among leading EDP equipment manu- 
facturers there is talk of a second EDP revolution in Ger- 
many aiming at a broad-based use of EDP equipment in routine 
commercial, administrative and industrial applications. 
EDP is becoming a standard tool for office employees like 
the typewriter and telephone years ago and the electronic 
calculator and photocopier in the recent past. According 
to the study, the demand for memory systems will rise dra- 
matically. 


In 1975 German imports of materials handling equipment from 
the United States jumped by 50 percent to $24 million. The 
U.S. market share was 11.1 percent compared with 9.7 percent 
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in 1974. This dynamic development of U.S. exports to 
Germany indicates a substantial sales potential for U.S. 
products. 


Further product groups which the Embassy believes have a 
high potential for incremental U.S. sales in Germany are: 
electronic components, of which such sophisticated pro- 
ducts as CCD's, n-Channel transistors, RAM and ROM devices, 
and other items presently not manufactured in Germany, 
continue to enjoy great popularity; laboratory instruments, 
in particular those using electronics and computerized in- 
struments; pollution control equipment, in particular for 
air and water purification and environmental control and 
measuring instrumentation; certain types of energy systems, 
for example solar energy systems. 


wy U.S. GOVERNMENT PRINTING OFFICE: 1976—210-946/146 3-1 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








INTERNATIONAL ECONOMIC INDICATORS 
AND COMPETITIVE TRENDS 


This important new periodical pro- 
vides comprehensive, up-to-date 
statistical information for the 
United States and its seven prin- 
cipal industrial competitors — 
France, Federal Republic of 
Germany, Italy, Netherlands, United 
Kingdom, Japan, and Canada. 


Data are presented in four sec- 
tions. 


% Economic Prospects And Recent Trends 


2 Changes in Key Competitive Indicators 


@ Basic Data For Indicators 


@ Notes And Sources 


International Economic Indicators and Competitive Trends is a valuable reference for 
business analysts, economists and others who wish to assess the relative competitive 
position of the United States. Attractively presented tables, charts, and text provide 
a clear and easily readable source of the latest statistical information. It may be 
used for an overall view of international trends, or as a basis for more detailed anal- 
yses of the economic situation in the major industrial countries. 
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